T he natural rate of interest is the real short-term rate that supports an economy operating at its potential output without increasing inflation. It is an essential benchmark rate for policymakers who determine the policy rate. If potential output declines, the natural rate declines with it. However, we do not directly observe the natural rate. Instead, we have to rely on quantitative models that describe the policy and economic activity of the government, households, and firms to uncover the underlying natural rate of interest.
rate drops quickly and does not increase at all during the following expansion.
What could be driving the long-run decline in the natural rate of interest? Over the past 30 years, demographics have changed in most developed countries as their populations have aged. This essay describes how changing demographics in the United States contribute to a decline in its natural rate.
Changing Demographics
The right panel of the figure shows three measures of U.S. demographic change: average life expectancy at birth (blue), the birth rate per 1,000 people (gray), and the old-age dependency ratio (orange), which is the population over age 65 divided by the population between ages 20 and 65. Since the 1960s, life expectancy in the United States has increased by more than eight years. At the same time, the birth rate per 1,000 people has declined drastically, from 23.4 births in 1961 to 12.4 in 2015. Longer lives and slower population growth mean an aging population.
An aging population can present challenges. The last metric in the right panel, the old-age dependency ratio, 
Conclusion
Changing U.S. demographics can decrease the productive capacity of the economy through slowing labor force participation and population growth. Holding labor productivity constant, slowing participation and population growth lower potential gross domestic product (GDP) and the natural rate of interest. The natural rate could also be lower because of increased saving; however, Americans are saving less than they did 30 years ago. Most likely, changing U.S. demographics are reducing the U.S. natural rate of interest by decreasing potential output. n 2 See Carvalho, Ferrero, and Nechio (2017) .
